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Independent Auditor's Report

Pine River Township Board
Gratiot County, Michigan

We have audited the accompanying financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate
remaining fund information of Pine River Township, as of and for the year ended
March 31, 2006, which collectively comprise the Township's basic financial
statements as listed in the table of contents. These financial statements are the
responsibility of the Township’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generaily
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in ail
material respects, the respective financial position of the governmental activities,
the business type activities, each major fund, and the aggregate remaining fund
information of the Township, as of March 31, 2006, and the respective changes
in financial position and, where applicable, cash flows thereof for the year then
ended in conformity with accounting principles generally accepted in the United
States of America.

ROSLUND, PRESTAGE & COMPANY, P.C.
308 GRATIOT AVENUE + ALMA » MICHIGAN « 48801
PHONE: 989-463-6123 » FAX: 989-463-4055



in accordance with Government Auditing Standards, we have also issued our
report dated May 16, 2006, on our consideration of the Township's internal
control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that
testing and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

The Management's Discussion and Analysis on pages I-lll, and budgetary
comparison information on page 20, are not a required part of the basic financial
statements but are supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and
express no opinion on it.

(20_) /w@, @e@v?sc, \FCO/ pc

Roslund, Prestage & Company, P.C.
Certified Public Accountants

May 16, 2006
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PINE RIVER TOWNSHIP
Management's Discussion and Analysis

Using this Annual Report

We, the Board of Trustees of Pine River Township, offer citizens of the Township
our financial statements with this narrative overview and analysis of the financial
activities of Pine River Township for the fiscal year ended March 31, 2006.

This annual report consists of a series of financial statements. The Statement of
Net Assets and the Statement of Activities provide information about the activities
of Pine River Township as a whole, and present a longer-term view of the
Township's finances.

Fund financial statements tell how these services were financed in the short
term, as well as what remains for future spending. Fund financial statements
also report the Township’s operations in more detail than the government-wide
financial statements.

Financial Highlights

The unrestricted net assets of Pine River Township exceeded its liabilities at the
close of the most recent fiscal year by $2,105,234, which may be used to meet
the Township’s ongoing obiigations to citizens and creditors. Of this amount,
$912.851 is for Governmental Activities (i.e. General Fund and Fire Fund) and
$1,192,383 is for Business-Type Activities (i.e. Sewer Funds).

As of the close of the current fiscal year, the Township’s governmental funds
reported combined ending fund balances of $012,851, a decrease of $129,256
from the prior year fund balance.

The current level of unrestricted net assets for our governmental activities stands
at $912,851, or about 185% of expenditures.

The Township's total expenditures increased by $141,710 for Governmental
Activities, and decreased by $13,383 for Business-Type Activities.

Business-Type Activities

The Township's Business-Type Activities consist of the Saint Louis Sewer Fund
and the Alma Sewer Fund. We provide sewer services to customers primarily
along and adjacent to M-46 between Saint Louis and the US-127 Expressway, as
well as along Begole Road from Alma city limits to Cheesman Road; Cheesman
Road from Begole Road to Alger Road; Alger Road from Alma city limits o M-46,
and M-46 from the US-127 Expressway to approximately ¥z mile west of Alger
Road. These two sewers are connected to waste treatment plants in Alma and



Saint Louis, and longstanding agreements remain in place to provide for proper
sewer treatment and disposal.

The Township’'s Funds

The analysis of our Township's major funds begins on page 3, following the
government-wide financial statements. The fund financial statements provide
detailed information about the most significant funds, not the Township as a
whole. The Township Board of Trustees creates funds to help manage money
for specific purposes as well as to show accountability for certain activities such
as the Fire fund.

The General fund pays for most of the Township's governmental services.

General Fund Budgetary Highlights

Over the course of the year, the Township Board of Trustees amended the
budget to take into account events during the year. There were no significant
changes. An addition to the Township Hall was substantially completed this
year. The project created a new public entrance that provides security for staff
members. |t also created an entrance lobby to the rental hall. This entrance is
five imes larger than its’ predecessor, allowing for ample room to hang coats and
dry shoes before entering the carpeted rental hall. Storage garage and records
storage facilities were also created with the addition. Also, the Board of Trustees
partnered with the City of Aima and Seville Township in initial plans to develop a
rails to trails project in the southern portion of the Township. The Fred Meijer
Heartland Trail will run from Alma to Greenville when completed. Budget-to-
actual statements are shown on page 20.

Capital Asset and Debt Administration

At the end of March 2008, the Township had $1,217,116 invested in cash
accounts and had $800,000 in Certificates of Deposit. $1,621,525 was
uninsured and uncollateralized. Deposits which exceed FDIC coverage limits are
held at local banks. The Township believes that due to the dollar amounts of
cash deposits and the limits of FDIC insurance, it is impractical to insure all bank
deposits.

Economic Factors and Next Year's Budgets and Rates

The Township's budget for next year includes a very conservative estimate for
State Revenue Sharing payments. These funds have gradually been reduced,
and Pine River Township has estimated further reductions for next year.
Because some properties increase in value by less than inflation, and Proposal A
caps new growth at the rate of inflation, the mathematical result is that the total
taxable value of the Township will grow by less that the rate of inflation, before

I1



considering new property additions. Some promising industrial and commercial
speculation is occurring in the Township; if they fully develop, the township will
change dramatically.

Contacting your Township

This financial report is intended to provide our citizens, taxpayers, customers,
and investors with a general overview of the Township’s accountability for the
money it receives. If you have questions about this report or need additional
information, we welcome you to contact the Township at 989.681.5523, or write
to us at:

Pine River Township

1495 W Monroe Road
Saint Louis, Ml 48880

[I1
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Pine River Township
Statement of Net Assets
March 31, 2006, With Comparative Data

Governmental  Business-Type
Activities Activities Total 2005
Assets
Current assets
Cash and cash equivalents $838,990 $1.178,126 $2,017,116 $2,066,920
Due from other governmental units 40,906 - 40,906 39,120
Accounts receivable - 26,546 26,546 23,596
Taxes receivable 9,608 - 9,608 15,301
Special assessments receivable 19,973 6,818 26,791 23,465
Prepaid expenses 11,636 - 11,636 10,450
Internal balances 13,698 {13,698) - -
Total current assets 934,811 1,197,792 2,132,603 2,178,862
Noncurrent assets
Capital assets, net of
accumulated depreciation 303,309 534,142 837,451 800,191
Special assessments receivable 131,962 - 131,962 168,801
Total noncurrent assets 435,271 534,142 969,413 968,992
Total assets 1,370,082 1,731,934 3,102,016 3,147,844
Liabilities
Current liabilities
Accounts payable 8,184 5,409 13,593 18,343
Accrued liabilities 13,776 - 13,776 4,513
Total current liabilities 21,960 5,409 27,369 22,856
Long-term liabilities
Deferred revenues 131,962 - 131,962 156,425
Total liabilities 153,922 5,409 159,331 179,281
Net Assets
Invested in capital assets, net of
related debt 303,309 534,142 837,451 800,191
Unrestricted 912,851 1,192,383 2,105,234 2,168,372
Total net assets $1,216,160 $1,726,525 $2,942 685 $2,968,563

See accompanying notes to financial statements.
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March 31, 2006, With Comparative Data

Pine River Township
Balance Sheet
Governmental Funds

Assets

Cash and cash equivalents

Due from other governmental units
Taxes receivable

Special assessments receivable
Prepaid expenses

Due from other funds

Total assets

Liabilities and Fund Equity

Liabilities
Accounts payable
Accrued liabilities
Deferred revenues

Total liabilities

Fund equity
Reserved for:
Prepaid items
Designated for:
Road improvements
Buildings and grounds
Equipment purchases
Unreserved & undesignated

Total fund equity

Total liabilities
and fund equity

Major Funds

Total
General Fire (Memorandum

Fund Fund Only) 2005
$707,123 $131,867 $838,990 $964,119
40,906 - 40,806 38,120
4,195 5,413 9,608 15,301
151,935 - 151,935 176,796
- 11,636 11,636 10,450
13,698 - 13,698 5,254
$917,857 $148,916 $1,066,773 $1,211,080
$8.,184 - 38,184 $8,035
13,776 - 13,776 4,513
131,962 - 131,962 156,425
153,922 - 153,922 168,973
- $11,836 11,636 10,450
250,000 - 250,000 -
13,500 - 13,500 -
- 125,000 125,000 -
500,435 12,280 512,715 $1,031,657
763,935 148 916 912,851 1,042 107
$917 857 $148,916 $1,086,773 $1,211,080

See accompanying notes to financial statements.
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Pine River Township

Reconciliation of Fund Balances on the Balance Sheet for Governmental Funds
to Net Assets of Governmental Activities on the Statement of Net Assets

For The Year Ended March 31, 2006

Total fund balance - governmental funds

Amounts reported for governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds.

Cost of capital assets

Accumulated depreciation

Net assets of governmental activities

$912,851
$437,139
(133,830)
303,309
$1,216,160

See accompanying notes to financial statements.
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- Statement of Revenues, Expenditures

Pine River Township

and Changes in Fund Balances
Governmental Funds

Year Ended March 31, 2006, With Comparative Data

Revenues
Taxes and penalties
Licenses and permits
- State grants
Interest and rentals
Other revenues

Total revenues

Expenditures
Legislative
General government
Public safety
Public works
Community and economic
development
Capital outlay

Total expenditures

Excess of revenues over
{under} expenditures

Fund batance - beginning of year

Fund balance - end of year

Major Funds
Total
General Fire (Memcrandum

Fund Fund Only) 2005
$95,801 $101,494 $197,295 $195,505
5,759 - 5,759 8,269
170,171 - 170,171 170,692
22,022 3,650 258672 16,015
39,378 - 39,378 80,129
333,131 105,144 438,275 470,610
42,240 - 42,240 38,700
118,797 - 118,797 110,936
- 118,367 118,367 93,453
158,941 - 158,941 69,795
32,094 - 32,094 17,206
97,092 - 97.092 10,184
449,164 118,367 567,531 340,274
{116,033) (13,223) (129,256) 130,336
879,968 162,139 1,042,107 911,771
$763,935 $148,918 $912,851 $1,042,107

See accompanying notes to financial staternents.
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Pine River Township
Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For The Year Ended March 31, 2006

Net change in fund balances - total governmental funds

Amounts reported for governmental activities in the statement of activities
are different because:

Governmental funds report capital outlays as expenditures. However,
in the statement of activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense.

Add: capital outlay

Add: donated fixed asset

Deduct: depreciation expense

Disposal of fixed assets

Change in net assets of governmental activities

See accompanying notes to financial statements.
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4,800
(23,496)
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Pine River Township
Statement of Net Assets
Proprietary Funds
March 31, 2006, With Comparative Data

Business-Type Activities
Enterprise Funds

Alma St. Louis
Sewer Sewer
Fund Fund Total 2005
Current assets
Cash $1,027,354 $150,772 $1,178,126 $1,102,801
Accounts receivable 13,591 12,955 26,546 23,596
Special assessment receivable 6,818 - 6818 3,084
Total current assets 1,047 763 163,727 1,211,490 1,129,491
Non-current assets
Property and equipment
Equipment 1,627 1,627 3,254 3,254
Sewer system 508,335 977,285 1,575,630 1,575,630
Total property and equipment 599,962 878,922 1,578,884 1,578,884
Less: accumulated depreciation (423.377) (621,365) (1,044,742) (1,005,351)
Net property and equipment 176,585 357,557 534,142 573,533
Special assessments receivable - - - 12,376
Total noncurrent assets 176,585 357,557 534,142 585,909
Total assets 1,224,348 521,284 1,745,632 1,715,400
Current liabilities
Accounts payable 5,409 - 5,409 10,308
Due to other funds 6,849 65,849 13,698 5,294
Total current liabilities 12,258 6,848 19,107 15,602
Total liabilities 12,258 6,849 19,107 15,602
Net assets
Invested in capital assets, net
of related debt 176,585 357,557 534,142 573,533
Unrestricted 1,035,505 156,878 1,192,383 1,126,265
Total net assets $1,212,080 $514 435 $1,726,525 $1,699,798

See accompanying notes to financial statements.
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Statement of Revenues, Expenses and Changes in Fund Net Assets

Pine River Township

Proprietary Funds
March 31, 2006, With Comparative Data

Operating revenues
Charges for services

Operating expenses
Salaries
Supplies
Contractual services
Depreciation
Other
Total operating expenses
Operating income (loss)
Nonoperating revenues
Interest income
Other revenue
Net income (loss)

Net assets, beginning of year

Net assets, end of year

Business-Type Activities

Enterprise Funds

Alma St. Louis
Sewer Sewer
Fund Fund Total 2005
$77,119 $74 933 $152,052 $133,864
4202 4202 8,404 6,439
265 669 934 732
55,011 47 233 102,244 118,759
14,959 24,432 39,391 39,390
1,637 1,521 3,158 2,194
76,074 78,057 154,131 167,514
1,045 (3,124) (2,079) (33,650)
24 934 3,512 28,446 12,471
- 360 360 4111
25,979 748 26,727 {17,068)
1,186,111 513,687 1,699,798 1,716,866
$1,212,090 $514,435 $1,726,525 $1.699,798

See accompanying notes to financial statements.
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Pine River Township
Statement of Cash Flows

Proprietary Funds

March 31, 2006, With Comparative Data

Business-Type Activities

Enterprise Funds

Alma St. Louis
Sewer Sewer
Fund Fund Total 2005
Cash flows from operating activities
Receipts from customers $83,226 $74,528 $157,754 $142,026
Payments to suppliers / outsiders (56,589) (54,646) {111,235) (128,593)
Payments to employees (4,202) (4,202) (8,404) (6,439)
Internal activity - payments to other funds 4,202 4,202 8,404 3,518
Net cash provided by operating activities 26,637 19,882 46,518 10,512
Cash flows from investing activities
interest income 24 934 3,512 28,446 12,471
Other receipts - 360 360 4,111
Net cash provided by investing activities 24,934 3,872 28,806 16,582
Net increase in cash and cash equivalents 51,571 23,754 75,325 27,094
Cash and cash equivalents, beginning of year 975,783 127,018 1,102,801 1,075,707
Cash and cash equivalents, end of year $1.027,354 $150,772 $1.178.126 $1,102.801
Reconciliation of operating income (loss) to
net cash provided (used) by operating activities
Operating income (loss) $1.045 (53,124) {$2,079) ($33,650)
Adjustment to reconcile operating income (loss)
to net cash provided by operating activities:
Depreciation 14,959 24,432 39,391 39,390
(Increase) decrease in:
Accounts receivable 1,135 {4,085) (2,950) 2,773
Special assessments receivable 4972 3,680 8,852 5,389
Increase (decrease) in:
Accounts payable 324 (5,223) {4,899) (6,908)
Due to other funds 4,202 4,202 8,404 3,518
Net cash provided by operating activities $26,637 $19,882 $46,519 $10,512

See accompanying notes to financial statements.
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Pine River Township
Statement of Net Assets
Fiduciary Fund
March 31, 2006 and 2005

Assets
Cash

Due from County

Total Assets

Liabilities

Due to Townships
Other Liabilities

Total Liabilities

2006 2005
$3,592 $2,245
14,287 25,539

$17,879 $27,784

$17.,434 $26,628
445 1,156
$17,879 $27,784

See accompanying notes to financial statements.
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Pine River Township
Notes to Financial Statements
March 31, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of Pine River Township (the Township) have been
prepared in conformity with accounting principles generally accepted in the United States
of America as applicable to governmental units. The Governmental Accounting Standards
Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the Township's
accounting policies are described below.

Reporting Entity

The Township is governed by an elected five-member Board. The Township receives
funding from local and state sources and must comply with all of the requirements of these
funding source entities. However, the Township is not inciuded in any other governmental
reporting entity as defined by the accounting principles generally accepted in the United
States of America. Board members are elected by the public and have decision-making
authority, the power to designate management, the ability to significantly influence
operations, and the primary accountability for fiscal matters. In addition, the Township’s
reporting entity does not contain any component units as defined in Governmental
Accounting Standards Board Statement Nos. 14 and 39.

Joint Ventures

Mid-Michigan Community Fire Control Board — The Township is a member of the Mid-
Michigan Community Fire Control Board which is a joint venture between the City of St.
Louis, Bethany Township, Pine River Township and Jasper Township. The Fire Board
provides fire protection services to its members of local governments. The City and
Townships each appoint one member to the joint venture’s governing board. This board
then determines and approves the annual budget.

The Township makes annual contributions to the Fire Board based on a formula using the
average of the last 4 years of fire runs to determine the percentage cost applicable to each
participating unit.

For the period July 1, 2005 through June 30, 2006, the Township’s contribution to the
Board was $45,357.

The Township is unaware of any circumstances that would cause it an additional benefit or
burden in the near future. Complete financial statements for the year ended June 30, 2006
can be obtained by writing to: Mid-Michigan Community Fire Board, 108 W. Saginaw, St.
Louis, Michigan 48880.
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Pine River Township
Notes to Financial Statements
March 31, 2006

Rural Urban Fire Control Board — The Township is a member of the Rural Urban Fire
Control Board which is a joint venture between the City of Alma and the Townships of
Arcada, Pine River, Seville and Sumner. The Board provides fire protection services to the
Rural Urban Fire District. The membership of the Board is composed of seven members,
of which the Township is represented by the Supervisor. The Board is responsible for
preparing an annual budget (which is approved by the City and the Townships) and to carry
out all activities of the Board.

The Board has established a funding formula based on assessed valuation, population,
and runs. The fire fighting equipment is owned jointly by the member municipalities. The
City of Alma provides day-to-day management oversight of this joint venture.

For the period July 1, 2005 through June 30, 2006, the Township’s contribution to the
Board was $51,340.

The Township is unaware of any circumstances that would cause it an additional benefit or
burden in the near future. Complete financial statements for the year ended June 30, 2006
can be obtained by writing to: City of Alma, 525 Superior Street, PO Box 278, Alma,
Michigan, 48801,

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e. the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the primary
government and its component units. For the most part, the effect of interfund activity has
been removed from these statements. Governmental activities normally supported by
taxes and intergovernmental revenues are reported separately from business-type
activities which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific function or segment. Program revenues include: (1)
charges to consumers who purchase, use or directly benefit from goods, services, or
privileges provided by a given function or segment; and (2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function or
segment. Taxes and other items not properly included among program revenues are
reported instead as general revenue.

Net assets are restricted when constraints placed on them are either externally imposed or
are imposed by constitutional provisions or enabling legislation. Internally imposed
designations of resources are not presented as restricted netassets. When both restricted
and unrestricted resources are available for use, generally it is the Township's policy to use
restricted resources first, then unrestricted resources as they are needed.
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Pine River Township
Notes to Financial Statements
March 31, 2006

Separate financial statements are provided for governmental funds, proprietary funds and
fiduciary funds, even though the latter are excluded from the government-wide financial
statements. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

Government-Wide Financial Statements - The government-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenue in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met.

Governmental Fund Financial Statements - The governmental fund financial statements
are reported using the current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the Township considers revenues to be available if they are
collected within 60 days of the end of the current fiscal year end. Expenditures generally
are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures, expenditures relating to compensated absences, claims and
judgments, are recorded only when payment is due.

Proprietary Fund Financial Statements - The financial statements of the proprietary funds
are reported using the economic resources measurement focus and the accrual basis of
accounting, similar to the government-wide statements described above.

Private-sector standards of accounting issued prior {0 December 1, 1989, are generally
followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with the standards of the Governmental
Accounting Standards Board.

Proprietary funds distinguish operating revenue and expenses from nonoperating items.
Operating revenue and expenses generally result from providing services in connection
with a proprietary fund’s principal ongoing operations. The principal operating revenues of
the proprietary funds relate to charges to customers for services provided. Operating
expenses for proprietary funds include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

13



Pine River Township
Notes to Financial Statements
March 31, 2006

Fiduciary Fund Financial Statements - Fiduciary funds account for assets held by the
Township in a trustee or agency capacity on behalf of others and, therefore, are not
available to support Township operations. The reporting focus is upon net assets and
changes in net assets and employs accounting principles similar to proprietary funds.
Fiduciary funds are not included in the government-wide financial statements as they are
not an asset of the Township available to support Township operations. The Township
currently maintains an agency fund to account for the monies collected and paid to various
governmental entities for property tax collections.

The Township reports the following major governmental funds:

General Fund - the Township's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in
another fund.

Fire Fund - accounts for resources generated to pay for fire services provided to
Township residents.

The Township reports the following major proprietary funds:

Alma Sewer Fund and the St. Louis Sewer Fund - account for the activities of the
sewage collection system.

Comparative Data

Comparative total data for the prior year has been presented in order to provide an
understanding of the changes in financial position and operations. Also, certain amounts
presented in the prior year may have been reclassified in order to be consistent with the
current year's presentation.

Budgetary Data

Budgets are adopted by the Township for the general fund and the fire fund. The budgetis
adopted and prepared on the modified accrual basis of accounting. The budget is also
adopted at the function level. The budgeted revenues and expenditures for governmental
fund types, as presented in this report, include any authorized amendments to the original
budget as adopted.

The Township does not maintain a formalized encumbrance accounting system.
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Pine River Township
Notes to Financial Statements
March 31, 2006

Property Taxes

Property taxes are levied on each December 1% on the taxable valuation of property
located in the Township as of the preceding December 315" These taxes are due on
February 14" with the final collection date of February 28" pefore they are added to the
county delinquent tax rolis.

For Township operations, the 2005 Taxable Valuation of the Township totaled
$62,173,406, on which .9063 mills were levied. For fire services, the 2005 Taxable
Valuation of the Township totaled $55,813,586, on which 1.75 mills were levied.

The total 2005 levy for the Township was $154,007 of which $56,340 was for operating
purposes and $97,667 was for fire services.

Estimates

The process of preparing financial statements in conformity with accounting principles
generally accepted in the United States of America requires the use of estimates and
assumptions regarding certain types of assets, liabilities, revenues, and expenditures.
Such estimates primarily relate to unsettled transactions and events as of the date of the
financial statements. Accordingly, upon settlement, actual results may differ from
estimated amounts.

Cash and Cash Equivalents

The Township’s cash and cash equivalents are considered to be cash on hand, money
market funds, demand deposits and certificates of deposit.

Michigan Compiled Laws, Section 129.81, authorizes the Township to deposit and invest in
the accounts of Federally insured banks, credit unions, and savings and loan associations;
bonds, securities and other direct obligations of the United States, or any agency or
instrumentality of the United States; United States government or Federal agency
obligation repurchase agreements; bankers’ acceptance of United States banks;
commercial paper rated by two standard rating agencies within the two highest
classifications, which mature not more than 270 days after the date of purchase;
obligations of the State of Michigan or its political subdivisions which are rated investment
grade; and mutual funds composed of investment vehicles which are legal for direct
investment by local units of government in Michigan. Financial institutions eligible for
deposit of public funds must maintain an office in Michigan. The Township’s deposits are
in accordance with statutory authority.
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Pine River Township
Notes to Financial Statements
March 31, 2006

Receivables

Receivables have been recognized for all significant amounts due the Township as of
March 31st. Valuation reserves have not been provided since their collection is not
considered doubtful and any uncollected amounts would be immaterial.

Inventories and Prepaid Expenditures

Inventories. which are immaterial in amount, are not recognized as an asset in these
financial statements. Inventories are recorded as expenditures when purchased. Certain
payments to vendors refiect costs applicable to future accounting periods and are recorded
as prepaid expenditures.

Capital Assets

Capital assets purchased or acquired are capitalized at historical cost or estimated
historica! cost. Donated capital assets are valued at their estimated fair market value on
the date received.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend asset lives are not capitalized. Improvements are capitalized and
depreciated over the remaining useful lives of the related fixed assets.

The Township’s capitalization policy is to capitalize individual amounts exceeding $500.

Capital assets utilized in the governmental funds are recorded as expenditures in the
governmental fund financial statements. Depreciation expense is recorded in the
government-wide financial statements.

Capital assets of the Township are depreciated using the straight line method over the
following estimated useful lives:

Assets Years
Land Not Applicable — Not Depreciated
Equipment 5
Buildings 15 -40
Sewer System 40 J
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Pine River Township
Notes to Financial Statements
March 31, 2006

Deferred Revenue

Deferred revenue arises in governmental funds when revenue does not meet both the
smeasurable” and “available” criteria for recognition in the current period. Deferred
revenue also arises in both governmental and proprietary funds when resources are
received by the government before it has a legal claim to them. In subsequent periods,
when both revenue recognition criteria are met, or when the government has a legal claim
to the resources, revenue is recognized.

Long-term Obligations

As of the balance sheet date, the Township does not have any long-term obligations.

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Information

Annual budgets are adopted on a basis consistent with accounting principles generally
accepted in the United States of America. Annual budgets are adopted for the general
fund and fire fund. All annual appropriations lapse at fiscal year end.

Excess of Expenditures over Appropriations

P.A. 621 of 1978, Section 18(1), as amended, provides that a local unit shall not incur
expenditures in excess of the amount appropriated.

During the year ended March 31, 2006, the Township incurred expenditures in excess of
the amounts appropriated as shown on page 20 of this report.

NOTE 3. DETAILED NOTES

Cash and Cash Equivalents

At March 31, 20086, the carrying amount of the Township’s cash and cash equivalents was
$2,017,116 as follows:

Petty Cash $325
Cash Deposits 1,216,791
Certificates of Deposit 800,000
Total $2,017,116
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Pine River Township
Notes to Financial Statements
March 31, 2006

At year end, the carrying amount of the Township’'s cash deposits and certificates of
deposit was $2,016,791 and the bank balance was $2,021,525. Of the bank balance,
$400,000 was covered by federal depository insurance and $1,621,525 was uninsured and
uncollateralized. Deposits which exceed FDIC insurance coverage limits are held at local

banks.

The Township believes that due to the dollar amounts of cash deposits and the limits of
FDIC insurance, it is impractical to insure all bank deposits. As a result, the Township
evaluates each financial institution with which it deposits government funds and assesses
the level of risk of each institution. Only those institutions with an acceptable estimated risk
level are used as depositories.

Capital Assets

A summary of changes in the Township's governmental activities capital assets follows:

Beginning Ending
Balance Additions Disposals Balance
Land $14,000 - - $14,000
Buildings 289,575 $83,994 - 373,569
Equipment 33,899 17,898 ($2,227) 49,570
Accumulated
Depreciation (110,816) (23,496) 482 (133,830)
Net Capital Assets $226,658 $78,396 ($1,745) $303,309

Depreciation expense for the fiscal year amounted to $23,496 and was charged to the
general government function.

A summary of changes in the Township’s business-type activities capital assets follows:

Beginning Ending
Balance Additions Disposals Balance
Sewer System $1,575,630 - - $1,575,630
Equipment 3,254 - - 3,254
Accumulated
Depreciation (1,005,351) ($39,391) - (1,044,742
Net Capital Assets $573,533 ($39,391) - $534,142
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Pine River Township
Notes to Financial Statements
March 31, 2006

Risk Management

The Township is exposed to various risks of loss related to theft of, damage to, and
destruction of assets: errors and omissions; injuries; and natural disasters. The Township
has purchased commercial insurance from independent insurance providers. No
settlements have occurred in excess of coverage for March 31, 2006 or any of the prior
three years.

Employees Retirement System — Defined Contribution Pension Plan

Plan Description

Pine River Township participates in the John Hancock Defined Contribution Pension Plan
for Michigan Township Employees. The name of the plan is the Pine River Township
Group Employee's Pension Plan.

All members of the Township Board and all Township Employees are eligible to participate
in the plan. As of March 31, 2006, the pension plan's current membership was 5
employees.

A defined contribution pension plan provides pension benefits in return for services
rendered, provides an individual account for each participant, and specifies how
contributions to the individual’s account are to be determined. The amounts participant’s
receive depend solely on the amounts contributed to the participant's account and the
returns earned on those contributions.

Funding Policy

Participants are required to contribute 7.5% of annual salary with the Township contributing
an additional 7.5% of each employee’s annual salary to the plan. Participant and employer
contributions are immediately 100% vested.

During the year, the Township's actual contributions to the plan amounted to $5,918, which
includes $2,959 of employer contributions, and $2,959 of employee contributions.

No pension provision changes occurred during the year that affected the required
contributions to be made by the Township or its employees.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Township Board
Pine River Township
Gratiot County, Michigan

We have audited the accompanying financial statements of the governmental
activities, the business type activities, and each major fund of Pine River
Township (the Township) as of and for the year ended March 31, 2006, which
collectively comprise the Township’s basic financial statements and have issued
our report thereon dated May 16, 2006. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Township’s internal
control over financial reporting in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to
provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control that might be material weaknesses. A
material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by error or fraud in amounts that
would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal
contro! over financial reporting and its operation that we consider to be material
weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Township's
financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect
on the determination of financia! statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

However, we noted other matters involving the internal control over financial
reporting that we have reported to management of the Township, in a separate
letter dated May 16, 2006.

This report is intended solely for the information and use of the audit committee,

management, and the Township Board and is not intended to be and should not
be used by anyone other than these specified parties.

on/""g, @%f/?éak Co/ ﬂc_

Roslund, Prestage & Company, P.C.
Certified Public Accountants

May 16, 2006
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Management Letter

Members of the Board
Pine River Township
St. Louis, Michigan

In planning and performing our audit of the financial statements of Pine River Township for
the fiscal year ended March 31, 2006, we considered the internal control structure to
determine our auditing procedures for the purpose of expressing an opinion on the
financial statements and not to provide assurance on the internal control structure.

However, during our audit, we became aware of matters that are opportunities for
strengthening internal controls and operating efficiency. The memorandum that
accompanies this letter summarizes our comments and suggestions regarding those
matters. This letter does not affect our audit report dated May 16, 2006, on the financial
statements of Pine River Township.

We will review the status of these comments during our next audit engagement. We have
discussed these comments and suggestions with management, and will be pleased to
discuss them in further detail at your convenience.

Sincerely,

IQO)/U,Q, %bf,ﬁge¢ 84} pC—

Roslund, Prestage & Company, P.C.
Certified Public Accountants

May 16, 2006
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Page Two
Pine River Township

Organizational Structure

The size of the Township’'s accounting and administrative staff precludes certain internal
controis that would be preferred if the office staff were large enough to provide optimum
segregation of duties. This situation dictates that the Township Board remains involved in
the financial affairs of the Township to provide oversight and independent review functions.

Additionally, we recommend the Township Board review bank statements, cancelled
checks and paid invoices on a regular basis.

Halt Rental Account

During our audit, we noted that the Township maintains a separate bank account for hall
rental income. Periodically, funds from this account are transferred into the general fund.
However, this cash account continues to not be reflected on the Township’s trial balance.
Through discussion with management we understand that the Township intends te include
this cash account as an asset in the general fund as of the beginning of the 2007 fiscal
year. We recommend that a monthly review of the account be made in order to ensure
that the transition of both the account balance and the activity into the general fund is
accomplished.

Investigate Differences between the Bank Statement Balance and the General Ledger

We noted that in the bank reconciliation for the main operating account there is a small
difference between the treasurer’'s report amount and the amount on the trial balance. ltis
important for the control over cash that this account is reconciled to the penny.
Unreconciled differences that appear immaterial can obscure significant but offsetting
items (such as bank errors or improperly recorded transactions) that would be a cause for
investigation if the items were apparent. Also, if small differences are not reconciled on a
monthly basis, over time they can build up to a significant amount that would be difficult to
reconcile. In preparing the bank reconciliations, all items should be investigated and
corrected in that period.



Page Three
Pine River Township

Separately Code Capitalizable Expenditures

The Township does not capitalize property and equipment acquisitions during the year;
instead, the expenditures are recorded in one expense account, along with small
equipment purchases, and then, when the annual financial statements are prepared,
capitalizable expenses are reclassified.

In order to identify those purchases that will be capitalized, we recommend that purchases
of major property and equipment be coded to a separate expense account. This will allow
management to continue to assess all current expenditures along with identifying
significant purchases of property and equipment that will later be capitalized in the financial

statements.

Reconcile Tax Withholdings to Tax Deposits

QOur review of the Township’s payroll documentation revealed a discrepancy in tax deposits
and tax liabilities at year end. Currently, Internal Revenue Service Form's 941 are
prepared for the Township by a third party and submitted to the Township for signature and
submission. Because final responsibility for the 941 Forms and deposits rests with the
Township, we recommend the Township accounting personnel review these forms, along
with the related deposits and payroll documents on a quarterly basis.



